
Whitney Hatch
Vice President
Regulatory Affairs

EX PARTE OR LATE FILED

GTE Service Corporation

1850 M Street. N.w., Suite 1200
Washington, D.C. 20036·5801
202 463-5290
Fax: 202463-5239

:H 1

February 25, 1997

Mr. William F. caton, Acting Secretary
Federal Communications Commission
1919 M Street, N.W., Room 222
Washington, D.C. 20554

EX PARTE: Unlv....al Servlc. (CC Docket 96-:J..nterconneclion (96.98)1

Dear Mr. Caton:

Today a representative of GTE Telephone Operations met with Jim Coltharp of
Commissioner Quello's office to discuss considerations related to forward-looking cost
estimation procedures. The issues discussed were filed previously in the record of CC
Docket No, 96-98. The attached documents, also filed previously in this docket, were
used to augment the discussion.

Please call me if you have any questions.

Sincerely.

Whitney Hatch

Attachment

c: J. Coltharp

No. of Cooies' rec'd 'CB-(
UstABCOE

A Dart Df GTE Corooration
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Before the
fEDERAL COMMUNICATIONS COMMISSION

WuhiDgtOl1, DC 20S54

In Ihe: Maner of
.

Implementation of the Local Competition
ProvisioDS in the ToiecocunlDieations
Ad.oft996

STATE OF TEXAS

)
)
)
)
)

CC Docket No. 96-98

Duane O. JoIuuob, Wq duly sworn accordiD& to laW..... as follows:

1. My came is Duane G. JolmJon aDd 1_AssiIIaat Vice PresideDt-Replatory and

QovemmeDta1 Attain for OlET~Operi.tions. 1ft tbat ClJ'lCity I am retpemsible for,

....other matters, prepariDa filials with the FCC, aad detenniIUD& me impact 012 aTE of

VlIrioua teluJatory~

2. I have over 2S years expeI'iet&CC with GTE. DuMa tbis time 1have held various

positiou in ~toI')' NIatio.as. covcmment affairs IDCl marbdDa ftancticms.

3. I have reviewed in ddlilthe Federal Conmumieatioas Commlssicm', ("FCC") Fint

Report and Ord,r which wu issued On Auaust I, 1996. This order euablisbes a framework. of

natioiW rules implemmtina the tOCl1 competition provisions of the Telecommunications Act of

1996.
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4. The purpose ofthis affidavit is to describe two studies which were performed under

my diRction for the purpose ofevaluatina the accuracy and adequacy of1he proxy cost and

pricma in the First R.porl and O,t:kr. These analyses were perfonned to evaluate the

differences between the proxy cost-based. ceiling prices prescribed by the First, Report and Oi.1'

(It "'11-821) tor certain v.nbuDdlcd network elements as compared lG me actual eosl of

providinS those netWOrk elements.

5. The f1rst analy.ia prepand under my di.rcdion is dcsi'" to cletetmine the dif!'erence

between the actual cost of• loop aDd the proxy COlt adopted by the FCC u a basis foJ'

-.blishing a proxy price ceiliJla. The lOurce data for deteanininl the 8liCUal ."erage cost ofa

loop was the "Uoivenal Service Fund ADDuaI Dats Submission 10 FCC" submit1ed by \he

National Exohanp Carrier AS*lation (NECA) on September 29, 199~. This data is baed upon

fWDp made by localex"companies with NECA in acoozdance wim cosUn,lIChniques

apeeifled by the PCC's Part 36. This data reflects a<:tua1 costS fOl the yar 1994, which is the

IlleSt available data. The costs iIlcluclt clin:ct operIIiDa expeaJeS, capital costs and allocated

ov*-ds. Invcsuneall are for die loops. u well as reJ.te~ support scn.rctures. These.,. the

types ofcosts which the FCC stated would be eliaible for inc!~on in determinina the cost of
, .'

1ookiD8 bUts.

6. The 8Dalysis CCIlVCI'U the lDIlual cost data found in the NECA report to a monthly

amow1t SO itcan be dinedy compared to the fCC prac:ribed proxy ceiUDa cosuIprices. The

analysis shows that, with the exception otNcvaQ and Nebraska. the FCC proxy ceiling

cOlUlprices are systematically well below the ~ual eolts. Also. the results demonsuate that,

even thoup the FCC model systematically understates the co~t oCloops, it does so ~t\ a very
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illccmsistent manner.. The net effect ofthI use of FCC proxy COIlS for lhc purpose of sening

prices would RSUlt in a Joss to GTE for almost every unbw:1cl1cd local looP provi~ to a

competitor. The results ofthe loop cost ualysis are shown 011 Attachment 1.

7. The seconcl study prqJIIed under my direction is desiFed to COinpUe the aetUil costs

for wholaale opatioas of• local a.cbanac companyJ after adjustiaa rccail costs \IIiq the

FCC's "avoidable- cost staadIld applied to cummt rata, to the~ produCed by the ceilinl

prices specified by die FCC, whlcb .... set equal to the ptOxy COSII Cot unbuDclled loops,

UDbundled switchina and tIDdem switchinl. Fitst RIpon IlIId 0,..,. ..,. 911·920. The,

aaalysis clemo..... tbal the FCC has adopced proxy COllI that dnunaticalJy UDderstate OTE's

wboleA1c COltS.

I. GTE Hawliiu TeIepItaae Campay (HTC) WU selected. the btIIs tor this aaalysis

for two pdDcipaJ JeUOIIS. rJ!ll. HTe provides tel'" service dJrouIhout the stICe ofHawaii,
. .

thus &voidiq the need to di,ui~ IGq) costI &IDOD& multiple com"" bIsed upon their

relative service aNa deasicies. Le.., die FeCs ItOpIphical dcawrapd raics. Secoad. HTe bas

-.dy been Involved ill III~ rate case proc:oeetinl. M a rault, mole detailed data are

radii)' available for that compIIIly than would be the casc normally. This fIc:t allowed the

.. ,. Wlysis to be done in a short IIIID'm.t oltime, compllCCl to what would have beaa requiIed if the

aulysis bm been coaductedOD'"COJllPIftY.~ in tbb rate procecdinc all oftbe COItJ of

HTC were examined, IDd DeW rates bave beaa put into pla= which lie appRJKimttely equal to

the ag,re&* ofthe COlt ofprovidiD& local, aceca and toll services in that state.

9. If the FCC·, proxy cost methods produce results which..also similar to the e;urreat

COSl-bued revenues, then the FCC's methods could be ccmsiclered to yield a pod approximation
•

of the aetuaI cost otwholesaJe opet'Itions. On the other band, lfthe FCC·s prOX)' Goat methods. .
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produce rates which over- or under-recover cost. then the FCC's mClhods can be considered to be .

poor cost estimation tools. Using revenues as aswropte for the agrepto cost oC service is

appropriate fOT this analysis because the current HTC services, wbich use the same ~quipblent as

the fCC's unbundled elements, ha"e ve~ different pricina structures from'those required by the

FCC. Fot example, local, stale access, and interstate access switched services use the same

network elements IS the FCC's unbundled swi1Ching element. However, HTC's services are a

c:ombinadcm offlxed and usale sensitive prices that v-r with the identitY orthc consumer, while

the FCC'. proxy price of5.002 to $.004 per minute for 1M unbundled switching element is o41y'

usqe ~tive.but serves the same function. The most convenient way to compare the

..,JyjD. cost estimates used to develop aM. different rate SUUClUr'a is to compute and

c:ompan: Ibe agrepte revenues wbich would be produced by the actual md proxy cost-based

prices.

10. :tbe analysis is based on the ract that, in aggJ'Caate, today's prices recover GTE's total

cost ofprovidilll aU of its services. Thus, II aD agrcptc level, the ditrCftDCe betWeen current

merwe. adjusted ror'the fCC's estimate ofavoided leta;1cost, and the l8venuc which would be

produced ifthe Services ~«~ repriced at the proxy cost-based ceilin& pri~ specified by the

FCC, can be used to demonstrate the arbitrariness ofthe FCCs proxy ~st methods and price

ceilinp.'

11. The reswts of the HTC revenue/cost analysis presented in Attadunent 2, demoMtrate

that the proxy cost-based ceiling prices prescribed by the FCC for use by stale commissions. if

1 E~ thoup OTE believes the FCCs prescribed range ofavoided cost is too hip. the
lower end ofthe FeCs raRp of avoided retail cost of J'7% was UMd to adjust current
revenue in order to reduce tho conflict over the analys.is. Thmforc, the results are
conservatively stared.
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applied to HTe, would mutt in an under-recovery I'IDIinI from approximately S11' to S130

million per year. Even with tbe iaclusiolt of the temporary eeL aDd TIC charJes, the mrenul

would fall shott by from S79 to 591 million per year..However, the inclUsion o~the~ 8mOtmts

would understate the mapitude oftile Ft;Cs enor.

12. This under-recovery ofcost would not result from competitive madtet forces. nor do

~ differences between the FCC's proX)' cost estimates IIld aetua1 cost represent indications of

opes" inefJiciendes. lWher, the)' are 1he result ofenors made by the FCC in the application

of inappropriate and inaccurate cost data and cost study mcdaods for the purpose ofsettina proxy

ceilma prices. It is also the result ofessentially repricinllCCCSS services under the label of

unbundled cJemctdI, each ofwhicb were priced 011 \be basis ofdift'ereAt coama methods. Prices

ofac:cess semea are cmready bIsod upOIl avetill' costs. The FCC has specifiecl1he use of

iftcNme1ltll cost as the bais for pridng unbundled elaDeatJ Howwvcr. the FCC failed to

include much ofthe relevant cost ofproviding network elements because ie relied upon cost

INdies which were not bUed upon the pects own TELlUC pdaciples. Abo. the FCC nqlecteel

to deal with the lack ofCOlI RCOvery in services UDder tbeir jurisdiction which would be the

expected consequence oftbeir action.. .

~" ...0- .
"':f

NOTAIlY
Printed Name

SEAL
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Attach.eot 1

Aft'idavit of Daane G. JOhlllOD

Comparison ofProxy Loop Rates to Actual Loop Cost I

Acftllllloop COlt COIIlputecl6'om the "UIIivwIII Service 'WId Annual 0.Submission to
FCC" $ubmitted by tN National Excbanae Carrier Association dated Sepcember 29,
199'.
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Comparilea of Prozy Loop Rata to Aet1aaI Loop Cost

WEIGHTED LOOP COS-mO
PROXY CEILING STATE OTE

STATE LOOP RJ\TflMO AVnA<m AVERAGE ..
ALABAMA $11.25 S21.CM S30JS
DI~nI tNT TO PROXY 21.'" 27.1%

.6.D~ Jl UiJ S21.1. m ."15 $34.04
.1'JIoI" TO PROXY 2....'" 37.~

I,...lr n:01NirA 511.10 $17.21 '525.07
rmJ(;UUN- TOPROXY 3S.$~ 55.7%

AVl 7oNA~ $12." S23JO 542.10
DI •IIn:.JfTO PROXY 44•• 70.0%

rRrvADA-cal St8.95 SIS.S3 $26.53
DI~I1'1\.J'1PTOPROXY ."'" ftllC. 28.6%

S13l1'rFLOF IDA W.lO 525.05
D(~ onrJNT TO'PlOXY 45.5" 45.4%

.. .
HAWAII S15.27 123.09 523.09
DISCOUNT TOPRO~ 33.~ 33.9%

IDAHO 120.16
~.

536.19
DISCUUfH TO YKUAT 44.3"-

ILLINOIS 513.12 S13.9S S19.78
D(~:I""H 1NrTOPRoXY . 5.9% 33.~1t

..

!INDIANA SI3.29 S19.26 W.J3
DISCOUNT TO PKUA l' 31.0% 40.5%

IOWA $15.94 SI6.12 122.61
DISCOUNT TO PROXY 5.2% 29.50/.
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Comparison .(Prosy Loop Rites to Acraa. Loop COlt

W!J'On I c.uLOOP cos"flM'o
PROXY CElLINO STATE OTE

STATE LOOP RATEIMO AVERAGE . AVERAGE

~lUCKY $t6.70 SZ4.'3 S21.51
DIS~oul'lT 1"0 PROXY 31.9% 41.4%

Mi~AN SIS.2.1 Sll.9O 527.05
DISCOUNT TO PROXY 19'3 "3.5%

~IIi'lNEsOTA Pm $14.81
~

·S25.15
mcnTJNTTO XY 41.1%

iilSS6Uli 511.32 121.02 534.64
~mtCOUNT TO Pl!OXY 12."' 41.1%

~iWRA St'.05 Sll.05 SZO.M
Dl ~L:( ..1NfroPROXY .C).CM 13.4%

.
NEW lUI .. 'I[ .eo Stl.66 526.09 527.16
01"" ". H IfvT TO PAVA '[ 2••S% 33.00~

.
INORlH C.... ~nf"r~A S16.71 SZS.10 526.49

DISCOUN1 TO ~ROXY ]3.4" 36.~

OHIO SI'.13 511.94 $23.16
DISCOUNTTO~ 17.0% 32.1%

S23:iRSOTlY.6."'OMA $17.63 532.12._---
Dl~nl tNT TO PROXY 23.3% 45.1%

ORmON m110515.44 m."
DISCOUNT TOPIOXY 32."" 32.7%

IPE1''NSYLVANIA 512.30 U]!i 52\.O9
DISCOUNT TO PKUX Y ~l. 41.7%
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Co.pariso. of Prosy Loop Rae••Adult Loop 'Cost

STATE

17.07 8.12 52.5.12
40."'- 32.10/.

15.49 $27.93
44.5%

;...
$14.13 1.00 'S24.54

32.7% 42.4%

S13.7 3.70
43.6%

15.94
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Attaelune.t 2

AftIcIavlt of Du••e G. JollasoD

Co.,.rIIoa ofGTE aawaii•• Telephon. RevID•• trom Curreat Prices

·to

Rev..... from fCC Proay Prlees
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NOTES TO REVENUES CALCULATIONS

GTE HAWAIIAN TELEPHONE

lBlliENT BE\'RUE

• R-I. 8-1. PBX trunk IDd Toucb Call units and rates are .. praeated in me OTE Hawaiian
Tclq>hone's 1995 ra~ ease. Units an: in service units, and rates are etrecti\'c rates.

• CUSlOIft Call units and rates are based on actual current data.. .

• The Local Service Revenue sub-total o(Sl69 million repnteD&I.approximateiy 72% of
total amwd Local Service Revenue preSented in the Company's 1995 rate case. The·
remaininl 21% ofannual Local Service Revenue or S66 million which is not ineluded in
this analysis is mIdc up ofwrious local service leVeraue IUeImJ such as Public Telephone
R,evenue. Private Line R.cvcnuc. Operator Service an.ct Directory AssiS1Mce Revenue.
Mobil~....Noa-rec:unina Ravcaue, Centranet Revenue. Hawaii Public Utility
Commission (PUC) swchIrae, and 911 SuIcbarae merrues. Most of the notes for these
services ".,ill be uaatrect.d by the FCC pmX)' price cailiqs.

• On AUiust 1. 1996, tile Hawaii PUC n:leued its Imerim Decisfon and Order No. 14833 in
combined Docket Nos. 94..0298 and 95..Q194. This older iraatecI GTE Hawaiian
Telep.bone an increase ofS17.937 milUon ift local rata. Because. as noted above.. onl~'
no/. of total local service revenue is inctudecl in this analysis. that poRion of the increase
(S12.914.~O) was apportioned to the cumnt local service revenue column o(the anal~·sjs.

• The Local Service Revenue catelory is adjusced (or estimated.voided costs by applY\na a
170~ rate to the revenue. \\'bile OTE does IIOt support this level or adjustment. the analysis
has been tonfonnccl to the intereonnection order to avoid controversy.

• Subscriber Line Cbarps (SLC) revenues are calculated uUlizinl the tonsistent access line
units from the analysis and appropriate current rates.

• IncerstaIC Access eeL, End OffIce Minutes orUse. and effective rata are based on ICtual
~WTent data.

• eeL min\lle5 and Nvenue are included in the ..lysis in order co demonIUate the
mapitude of revenue that will be exposed to loIS when orders are released in the Access
R.Form and Umversal Service phases or implementation or by June 30. 1991.
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• Intentate Aocea TIDdem Mimas ofUse~ developed by applyiaa an 82% CIctor to the
End Offtce Switebinl Minutes ofUte. The factor is from OW. MIrCh 1995 IntersWe
Price Cap Filma. lad zeprescnlS the per cent oCinterstate ICCeIS q1iDutes which t1Qw
tb:ou&b a Tandem Switch.

. . .

• Srace Access MiDures ofUse and associated revenues is repraeatecl by two individual and
combined ca1culIdoDS. .

•. IanstIte Accc:ss Chirp MiD..- orUse IDCI rates for End 0ftIce. Tandem
Switdd'C, aacl RIcmc are baled GIl iDformItioa &lcd'with the .Hawaii :
PUC ia July 1995. putI\IIDl to Docket No. 7702. .

b. Ead 0Ilca, TaDCfem S~.1JId RICn1C AccaI Cbqe Minutes of
Usc we. 00II¥allled from 1DtIuIIdIToll MimIios by appIyiaa an ICCeSS
cbarp two-WlIY facIor of 1.90151. rhc aanvaI ToJJ Mfnuta. Cummt
UIriff'-.s for inlrutate ICeesI~__ utiU2ecl to calculate revenues
&om these minutes.

• a.. UIIId 10 co...ftMIlUeS are bucd • die proxy priCe ceiUzacs~ in the
pees CC Dock«.No. 96-98, Fin' RClJO't lIItdOW" reIeued Aupst I, 1996.

• NetWOrk [_dace Devices (NlD) units Mre dewloped baed Oft • oae·for-one ratio
appIi~ CO R·Is..a oae-for·thNc ratio appliclbJe to BelL The moathly rate of S.71 is
based on COStI dneJoped tpeeiftcally for Hawaii for 1.·118·1 NlDs.

• Local EacI Oftlce Switcllial MinutIsorU...c:aIcuII&ed baed 011'" coUected &om
.veal oftices in...oflocal nfflC perr"a4lld duriq 1he period May *ouah July
19J2.·"The clara iadieMed tbat awnIp local_I", per mondI pit _ .... access 1_
totaled,200, and ..... hoIcIiDl dmes,. ma••was 3.03 aWmtes. AVChtpIOCll
m per maath per business line totaled 1"m~and avenp boldine time per
m was 1..,1Dia1I1te1

• Local T.-mSwhdlinl Minuta oru. wen developecl by appIyiq me 12% intetItate
conversioG t.etGr to Local Bod Oftlce SwitdJia. Minutes oruse. Thus,.it is assumeclthat
the IIIIIne ratio oflocal miDutes win require tadcm switc:hina as WIll the cue for interstate
minutes.

• RJCIIlC rates an: 15% ofthe present lUCIlle rates.
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• Revtaue sIIorddls has die lDIlysil stated in 1eI'IDI ora I*CCDt recluction from tbc baa
nrveDUC ofSHI mOllOa ..$91 million or 34" und=r the low liniit~o~ $79 .
million or 29% under the upper limit scenario. .

,

• The bale JWCIlUI ofS298 miDion (Wote ICIjUItIDeDI fer avoided COlts) Jeplaents 61% of
tbe.estimaaed toW~ revenue tor GTE HaWlilan Telephone..

• OTE Hawailu Tetephone repraeAts approximately 5%of.~ domestic telephone
&CCeSlliDes.
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CertIfIoate Qf'lervl.

I. Judy R. Quinlan. hereby certify that copies of the b8go1ng -Joint MotIon of .
GTE Corpcntion and. the South..-n New EngIend Telephone ComP8I:'Y for Stay
Pending Judicia' RevieW' tiave been mailed by first *-Un., Stat. mall.
poatage prepaid, on the 28th day of AugUIt. 1988 to ell partI..of~. .

, - ,
~.. '
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CENTRAl. OFfICe NMI.YS

rreu IMM"L80SE AZl.E
.~.......... ...... ..ODMII

LINES 11.... 17'" eA18 8.111
SWTCH IfNES1IENT '7.14U34 t7,fNU34 11,210,_ SU18."
MNU1'ESIIIONTH 10,_:713 10••,53 tt,IU.072 11.111,072

ANNUM. COSTS

OfERAftIG EXPENSES
t.WNTI!NtVCE ".7. ....,. ...... .....
MlIINMD OVERHEAD 11••Un It.-'1ot $417.- $411'-
OEPREQAlION 11n.t. S1'7.1. ".732 ••7a2
~ONIMYE8T. 5711.4. $77"- ....,- ....101
CCJWIIOSItE TNt . -'532 151.132 .7,125 m,125
lMD I BUIlDINGS ... $611.-

.. ".785 $301.115 c

PROPERTY TAX _.043 ".043 131••• $31."11

TOTAL AteIJAL COST $3....75 $3.338.811 11,12G,411 S1.520,41~

LES811% AVOIDED ..,,2- ,,7,2_ 12se.471 .....71
ADJUSTEDNNW.COST 12."818 I2.'MI." ,t.a1... '1.281,"

COS1JIIC) CMH. COST1t2) S23PI7 1231.8D7 ItOl._ _••112 tcr
l,.

TEI..AI:UN .... ... IO.GCM so.OO2 u
1\

usAGE ReVM)" MS.175 121,781 147.244 I2U22 L.
u

COIIIION COSTIMO 1117.232 $201"0 167,11'
COl...COSTIUNMtO $10.72 $11.97 ....75 $12.;12 . l

I--'....

'" UNRECOVEREDu.o PROXY" It.'% 10.1% 55.1,r. n.•
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